Approved For Release 2002/02/13 : CIA-RDP80-01370R000200080003-9

Should CIA revise iis inventory pricing policy to provide for
redusing the carrying valus of nonexpendable property due to

ndable pr : 'Those items of property which have
; gous with "ospitel sssets” or

ALY

ysuelly is grafual, extending
callel deprecistion.

. Gbsolesesnce: The process s of becoming obsolete &us Lo progress
of %ﬁc srts and scitnces, changed asconomic conditioms, lsglaletion, or
otherwiss, shich results in e decresse in value and ultimete retirement
of the property. In recent years, tachnologionl advances made by
industry point out, ss a factor in depreciatiscn slicwences, the lmpor-
tance of obsclasesnce resulting from those technologioal advances.

TI1. FACES BEARIBG O THE PROBLEM

A. Unler CIA's inventory pricing policy, ncnexpendisble property
is mﬁmmmmr&:aﬁm%m. Fixed prices
represent replacenent oosts based ov en eveluation of prices pald for
acquisitions during the previous fisecal year {see Tab A). Fonsxpendsble
propexty mmnmm,mmﬁ@t’w:mnatt&m'
eppropriste fixed prices. o adjusiments ere made for depreciation or
chaolegeence.
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SEAFY SREY: Ioventory Pricing Poliey

setivities i’wm&ﬁ' Departuaut of I :
M‘awuwmtmwmmmmm
public of elsetrie pover.

. majord tusiness spterprises organized for profit
w;t&mﬁrwmmetmmwwmﬁ
mmmwmwmmm he cost of

umww:wsmmtxmmmamm
mmm;mtmpmﬁ.

. The mejority of phllanthropi thropie institutions or nonprofit aater-
vmmrﬁmﬁm,mmzmmmm
staly ss sa operating expense Pepreciation as an element of cost 1s
not sppiicsble to such MM@%W# enterprises.

¥. Hi%mmwu:tﬁm.myw&’mmm,m.
erstMMMmetmm
W&w&twmmwmﬁwuwn

‘wﬁm&uwfmwwmmmam‘aym
Wmﬁ cout cenbtar the fﬂfwwwmmaﬁw
in servicesble sonlition
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been cited vhereiz a f£isld station purchased new yproperiy rather then
saoept used property because of the bellef thet its requisiticaing
authority would be over charged if it scoepted issusmce of the used

IV, DIBCUBSION

A. 'The policy of nonexpendable property at cost less
depreciation 1z pri y limited to business entevprises organized for
grofit {or to income producing motivities vherein it is necessary to
determine and report net income or profit). The principal reason for
e ety taveives. tha process of mtcuing al1 spelicanis
costs sgeinst the eorresponding income of o fiseal period. Ad @ resull,
oeedures have been svolved for the sllocation of costs vhich should be
spplisd cwrrently snd costowhich should be dsferred until the relsted
revenue 18 attained. Thus, the consumption of capital sssets represented
hy deprecistion ia an opersting cost vhich must be deducted from the related
vevesuss of & fiscal period for the purpess of deversining ¢ m&.gnm
for thst period. Also, since usinsss snterprises must pey Federal Incone
Taxes on net ineome, tha Intermnl Revenus Colle containe specific provisions
relsting to capital expenditures and depreciation. {Ordinarily the code

WW&W&MM&M?&WM@W%M&

B. Pullastnropic institutions and federsl agemeies (except Tor
B018 csses mentioned in parsgreph III.C.) 46 not male profits. They
srs not gubject to taxation. The procefures set up for the determinetion
of business net incame, therefors, 4o not necessarily apply. Thers is no
necessity for differentisting between the expired and defarred portion of
any expenditure. The fact that deprecistion 13 an element of cost which
sfPoots met iseoms in busimess enterprises does not wpply to philanthrople
institutions snd federal sgemcies. Purther, in respect o federal agencles,
funds are ordinerily sppropriated by Congress to finance the objectives
Mma@lﬂmmmnww{wuﬁn@mw.
Sessonshls smounts bulgeted for Fixed asests are recognlzed as necessury
for furtherance of the program, and these iieme must be accounted for as
sn experditure of the ysar in which they are cbligated. There is no
WWW»MMaWﬁﬁmwmmwmmWﬂpﬁ_
tiong. The snnoal secousting period is not omly logieal but mendstory.

Approved For Release 2002/02/13 : CIA-RDP80-01370R000200080003-9



Approved For Release 2002/02/13 : CIA-RDP80-01370R000200080003-9

Bance, the policy of deprecisting fized asseis as established by
business suterprises 1z not portinest to federal agencies.

C. The principal sévantagss to be gained from pricing our non~
thﬁyatmmmmmmmw

1. The pet worth of ithe Agency would be more socursisly
stated.

2. The coet of gpexntions would more nesrly remressnt sctuel
eost, snd requisitioning suthority wonld be charged for property
piooed is wse in sn wasmbt zove nesrly reyresenting schuml veluwe
of the property, thereby eacoursging sperating officials to accept
used property in lieu af new property.

b. mmammwmmp@wezmuu
vmmtrmﬁmmmmmmgmwmm

1. One of the objectivas of the Agsnoy is to yerform ite asaigned
misslon at the lowest possible cost. anging owr fnventory pricing
W@%Wt&d@r@%&mmm«mwmmmcm
coste substantially. For example, assums thet we heve purchased ten
recordars which were shipped st the ssme time but having been pur-
chased &t varying prices. Under our present system, the ten recorders
would be recorded on a single lsventory card a5 one line iftem et 2
i undt price. Issuds, returns, aod relssuss may be recorded oo
the seme onyd and priced at the seme standaxd price. A systen
requiring pricing at cost less depreciation would require & sepsrate
inventory oard for sach yecorder 1T prices wvaried or ten inventory
cards. Upon fssue, depreciation would heve to be calculated and
deducted from cost to arrive at bock valus or valus %0 be charged
the wailng sctivity. Returns aud velissute wonld require en gealysis
of condition; ap estiaste of remmining wsefulness; the setiing of
the relative value copeared io & new item; snd adjustments to
im%mrmm;,mmmﬁmmta. Adoption of the policy

of pricing property st eost lass d@m&aﬁim could comeelvably
Wmmmwmmm ple cited, resulting in a
svbstantial incresse in aover-all costs ef Wﬁm
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STAYF IMDY: Inventory Pricing Pollcy

2. Although the net worth of the Agency would he wore accu~
rately stated under the cost less deprecietion pricing policy,; the
walue of such information to management ia doubtful. In fmet,

; , would probebly be more concernad with the estimated

, t ecost of property placed in use than sn scourate state-
ment of the net vorth. This is true becsuse owr dudget for the next
fisonl year sust include an amount sufficient o cover nscassary
replacemsnts of property in use. Determinaiion of replacement
costs under s coot lsss depreciation pricing system would be 41ffi-
eult, wherees the use of fixed prices greatly facilitates such &
determingtion,

3. Although the cost of cperstions end reguisitiocoing suthority
world Yemefit if issuss of nonsxpendsble property were charged at
cost less depreciation, the following dissdventages would still

a. The charge to the cost of operations would not represent
"metunl” cost as the proparty would heve residusl value st the
end of the fiscal yesr. A more scourste charge to cost of

evations would result ir' we charged the using sctivity omly
for the seaount of deprecistion spplicsble to the period in use.
However, this would also result in = residual or undepreciated
vadues of the property at the end of the fiscal yesr which should
be cherged to costs {in the form of depreciation) of the suc-
caeding fisoal year{s). There is no assursnce that we would
peosive sn appropristion of funds to cover such costs in
incresse 1n the budget to cover deprecistion on property pur-
chased from Tunds sgyropriated in prior years.

b. A charge to reguisitioning suthority tesed on cost less
daprecistion would encourage using activities 10 scoept used
property bul would creste anothsr problem in controlling funis.
Begisitioning suthority end procurement alloiments are estab-
I14shad on the basis of standard prices (replacement costs) of
the property involved. To charge out the property issusd at a
Mwmmm:WMMVMQWthW
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STAFF STUDY: Inventory Pricing Polioy

using activity's requisitioning suthority by building wp &
“u&::mga“intm.mt&m&:ﬁnmmm
; standard price and the reduced price based on deprecistion.
Thug, the entire bulgeting process for property would have
| to be changed to permit pricing of property issues at cost less
depreciation. Such & changs would increspe owr worklosd
substantially end make the budgeting process extremely arffieult
if ot fmprectiecsble. For cxample, &n operating amma.
nvolved in budgeting for his operetions may be sble to dster-
i ne the property that most bs replaced and the sdditional
i groperty that will be required, but how will these property
items be priced to srrive at the mmount to be included in the
| vulget? Under s "cost less deprecistion” system of inventory
mm;mmfmmmawmmww
would be svailable fur issus during the nexi year snd whother or
mmwmvmmmwmmum
amedsd. Sinos the svailability of used property is to 8 large
extent contingent upon "turn-ins” bty other actlvitles, this
would be o most &1fficult if not lmpracticable task. Also, if
itmmwwmmwﬁm;mmy,
mgﬁcﬁmﬁmwabemtmmﬁhmh:nm
mm;m:mmarmm, depreciation
to date of issus, obsclescence, ele,, would have to be sacertsined.

D. Bame of the sivantages of our present inventory pricing policy
m&mmmmmummﬁmmmmmmmz

1. Values of inventories are xore easily maintained by using
stsadard pricing procedures anfl are mors closely related to current
repisceneut costa.

STATINTL

. The selsction of items to be made svellable for immdiste
Mfmmxmmmmimmmmwmim
mmmmmﬂ;@ﬂt}m@mmwmﬁ&am
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BTAYP STUDY: Inventory Pricing Policy

prices. Allocation of items end funfs would have been wholly
impracticsble using s variable, fluctusting, deprecistion pricing
Byntes. |
b Stendard pricing of suppliies and equipnent provides advan-
wmmmwmmmmm “am‘ ¥
-poouracy, and simplicity in both acecwsting and inventory ebatrol
funotions. '

5. The greparstion of bulget estimates (i grestly facilitated
by standard pricing.

E. BSome gquestions raised relative to the charging of property issuss
to requistiioning suthority may have resulted from nisvnderstanding of
the purpose mnd objective of the requisitioning suthorisations (see
. T1I.G. sbove}. The purpose of reguisitiondng suthority is to
provide specific euthority by using components to dreae property mutent
with their budgeted property vequirements based upon the cost of necessary
replacepents fram e allotments. When property drswn has been
dsturmined excess to Agency needs, 1t can be issusd without charge agalnst
the component's requisitioning suthorities.

LR

As mmﬁmmwmwl;af‘mxgswmﬂm .
Mm,the&ma?ihmmmwdn ita inventory poicing policy.

B. The Office of logisties (Bugply Diviston) will continve to
revise its fixed prices faor specific {tems when unususl circumstances
{such s8 current stock positione and scquisitions from other agencies st
5o cost or at roduced prices) warrant such sdjustments. The prudent
spplicetion of this principle will furmnish operating elements with
aesired meterisl at revised fixed prices which ere more realistic then
the previously sstablished fixed prices hased an priginel scquisitlion cost.

vi.
Continue the WM@EQ&'WMMi&MWﬁ“

standard fixed prices for Agency property accounting purposes.
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